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Abstract

This study aims to know the extent of the relevance of historical accounting information , and the
adjusted accounting information according to inflation to predict the company’s financial distress
5 years before it happened , and determine which is more accurate in predicting the financial
distress. By comparing the results of prediction model of financial distress that based on
historical accounting information (financial ratios derived from historical cost-based financial
statements) with the results of the prediction model of financial distress which depend on the
adjusted accounting information according to inflation (financial ratios that extracted from
financial statement after its adjustment according lo the changes in the general level of
prices),and determine which of them is more accurate in the prediction of financial distress. To
achieve this the study was conducted on sample of Egyptian corporations constitute of 30
distressed Egyptian corporations, other 30 non - distressed Egyptian corporations similar to the
distressed one in the type of the industry, size of assets and the availability of full financial
statement for five consecutive years to each company, This through the extended period from
2010 to 2016, as inflation rates rose during this period with high rates. Also the study depend on
20 financial ratio and used logistic regression method to analyze these ratios , and to reach the
financial ratios that are most efficient and able to predict financial distress in companies. The
results showed that the prediction model that based on adjusted accounting information
according to changes in the general level of prices (inflation) is more accurale in predict the
financial distress from prediction model that based on historical accounting information .So the
adjusted accounting information according to inflation is more accurate in predicling company’s
financial distress than historical accounting information . Also the results showed that financial
ratios that are more efficient and able to predict financial distress in companies are : operational
cash flows ratio, the rate of return on sales , cash flows sufficiency ratio and the operational cash

flows ratio to debts.
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